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SUB J : SOVIET GRAIN/OIL NEGOTIATIONS 

1. WE MET WITH PATOLICHEV AND THE SOVIET OIL EXPORT GROUP 
TODAY. IT IS CLEAR THAT THEY WILL RESIST CONCLUSION OF 

ANY FORMAL AGREEMENT IN WHICH THE APPEARANCE OF DISCOUNT 
PRICING COULD EMBARRASS THEM BOTH INTERNALLY AND 
EXTERNALLY. HOWEVER, PATOLICHEV CONTINUES TO IMPLY THAT 
SOME PRICE DISCOUNT COULD BE ARRANGED IF EFFECTIVELY 
CONCEALED. ALTHOUGH ADMITTING THE LINKAGE BETWEEN THE 
OIL AND GRAIN AGREEMENTS, HE CONTINUES TO STRESS THE NEED 
FOR MORE TIME TO CONCLUDE ANY FINAL AGREEMENT ON OIL 
BECAUSE OF ITS COMPLEXITY. HE APPEARS TO BE INTRIGUED 
WITH THE IDEA OF A LINKAGE THROUGH THE TRANSPORT OF OIL 
ON TANKERS EMPLOYED IN THE DELIVERY OF GRAIN, AND WE ARE 
USING THIS FOR MAXIMUM LEVERAGE. WE ARE ALSO HOLDING 
OUT THE POSSIBILITY OF BROADER COOPERATION BETWEEN THE 
U.S. AND USSR IN ENERGY WHICH COULD FOLLOW FROM AN 
INITIAL OIL SALES AGREEMENT. WE FINALLY AGREED THAT WE 
WOULD EXPLORE THE POSSIBILITY OF A LETTER OF INTENT ON 
OIL WHICH COULD BE SIGNED AT THE TIME OF EXECUTING THE 
GRAIN AGREEMENT. 

2. THE IDEA OF SUCH A LETTER OF INTENT APPEARED TO BE 
ACCEPTABLE TO PATOLICHEV, ALTHOUGH WE ENGAGED IN AN EXTENDED 
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ARGUMENT OVER THE QUESTION OF HOW WE WOULD REFER TO THE 
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PRICING UNDER THE PROPOSED OIL AGREEMENT. WE HAD HOPED 
TO INCORPORATE WORDS WHICH WOULD IMPLY A DISCOUNT FROM 
MARKET PRICES, WHEREAS PATOLICHEV WANTED WORLD MARKET PRICES 
STATED SPECIFICALLY AS OUR BASIS FOR PRICING. WE MUST 
OPPOSE THIS POSITION AND ARE HOPEFUL THAT AGREEMENT CAN 
BE REACHED ON A LESS SPECIFIC PRICE PROVISION ALONG LINES 
SUGGESTED BELOW. 

3. WITH REGARD TO THE TACTICAL PLAN FOR HANDLING THE OIL 
AGREEMENT, WE MUST RECOGNIZE WHAT APPEARS TO BE A LIMITED 
BARGAINING LEVERAGE FROM THE LONG-TERM GRAIN AGREEMENT. 

ANY EFFORT ON OUR PART TO DELAY THE SIGNING OF THE GRAIN 
AGREEMENT UNTIL CONCLUSION OF A FIRM AGREEMENT ON OIL COULD 
HAVE A SERIOUS ADVERSE IMPACT ON OUR RELATIONSHIP. 

ACCORDINGLY, IT IS RECOMMENDED THAT WE ATTEMPT TO 
INITIAL A LETTER OF INTENT ON THE PURCHASE OF SOVIET 
OIL ALONG THE LINES SUGGESTED BELOW AT THE SAME TIME 
THAT WE INITIAL OR SIGN THE GRAIN AGREEMENT. THE TEXT 
OF THE PROPOSED LETTER OF INTENT ON OIL FOLLOWS. 

PLEASE COORDINATE WITH SEIDMAN, ZARB, ET AL„ AND 
ADVISE AS PROMPTLY AS POSSIBLE. 

BEGIN TEXT: 

DEAR MR. MINISTER: 

THIS IS TO CONFIRM THE UNDERSTANDING ARISING OUT 
OF OUR DISCUSSIONS OCTOBER 2-3 THAT OUR TWO GOVERNMENTS 
ARE PREPARED TO ENTER INTO AN AGREEMENT CONCERNING THE 
PURCHASE AND SHIPMENT OF SOVIET OIL. THIS AGREEMENT WILL 
PROVIDE FOR THE FOLLOWING: 

1) THE GOVERNMENT OF THE USSR WILL OFFER FOR SALE 
ANNUALLY 10-12 MILLION METRIC TONS OF CRUDE OIL AND 
PETROLEUM PRODUCTS. 

2) THE GOVERNMENT OF THE UNITED STATES MAY PURCHASE 
THE CRUDE OIL OR PETROLEUM PRODUCTS FOR ITS OWN USE OR 
AT ITS OPTION IT MAY PERMIT PURCHASE OF THE CRUDE OIL 
OR PETROLEUM PRODUCTS BY UNITED STATES' FIRMS. 
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3) AT LEAST 70 PERCENT OF THE TOTAL QUANTITY OFFERED 

FOR SALE WILL BE CRUDE OIL. THE REMAINDER MAY BE PETROLEUM 
PRODUCTS, IN PARTICULAR DIESEL OIL AND NAPHTHA. 

4) SOME PORTION OF THE CRUDE OIL OR PETROLEUM PRODUCTS 
WILL BE SHIPPED TO THE UNITED STATES, PARTICULARLY IN 
VESSELS USED TO TRANSPORT GRAIN FROM THE UNITED STATES TO 
THE SOVIET UNION. 
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5) . SOME PORTION OF THE CRUDE OIL OR PETROLEUM PRODUCTS 
MAY BE DELIVERED TO EUROPE OR OTHER AGREED MARKETING 
AREAS. 

6) PRICES FOR CRUDE OIL AND PETROLEUM PRODUCTS 
WILL BE MUTUALLY AGREED UPON. 

IN ADDITION TO THIS AGREEMENT IT IS FURTHER 
UNDERSTOOD THAT BOTH GOVERNMENTS WILL WORK FOR THE 
EXTENSION AND EXPANSION OF THE COOPERATIVE EFFORTS 
ALREADY UNDERWAY IN THE FIELD OF ENERGY. SUCH EFFORTS 
WILL BE PARTICULARLY DIRECTED TOWARDS THE FULLER 
APPLICATION OF THE TECHNOLOGICAL CAPABILITY OF BOTH 
COUNTRIES IN INCREASING ENERGY OUTPUT FROM EXISTING 
SOURCES AND IN DEVELOPING NEW SOURCES OF ENERGY. 

END TEXT. 

STOESSEL 
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